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OATH OR AFFIRMATION

I, Patrick Murphy , swear (or affirm} that, to the best of my knowledge and belief the accompanying

financial statements and supporting schedules pertaining to the firm of Archipelago Securities, L.L.C. as

of December 31, 2006, are true and correct. I further swear (or affirm) that neither the company nor any partner,
proprietor, principal officer or director has any proprietaryinterest in any account classified solely as that of a customer.

\

Patrick Murphy, SVP

Zﬂ& m Mm_ Cficial Seat
- i Rosalyn M Williams
N ryUbhc Notary Public State of llinois

My Commission Expires 11/21/2010

This report ** contains (check all applicable boxes):

(a)  Facing Page

{b) Statement of Financial Condition
{c) Statement of Income

(d) Statement of Cash Flows

(e) Statement of Changes in Stockholder’s Equity of Partners' or Sole Proprietor's -
Capital
(f)  Statement of Changes in Liabilities Subordinated to Claims of Creditors

(g) Computation of Net Capital

(h) Computation for Determination of Reserve Requirement Pursuant to Rule 15¢3-3

(i} Information Relating to the Possession or Control Requirements Under Rule
15¢3-3
(i) A Reconciliation, including appropriate explanation, of the computation of Net

Capital Under Rule 15¢3-1 and the Computation for Determination of the Reserve Requirements
Under Exhibit A Rule 15¢3-3

Schedule of Segregation Requirements and Funds in Segregation Pursuant to
Commoeodity Exchange Act
{x) A Reconciliation between the audited and unaudited Statements of Financial
Condition with respect to methods of consolidation
()  An Oath or Affirmation

(m) A Copy of the SIPC Supplemental Report

(n) A Report describing any material inadequacies found to exist or found to have
existed since the date of the previous audit

00 U

** For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3)
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PricewaterhouseCoopers LLP
PricewaterhouseCoopers Center
300 Madison Avenue

New Yark NY 10017

Telephone (646) 471 3000
Facsimile {813) 286 6000

Report of Independent Auditors

To the Member of Archipelago Securities, LLC

In our opinion, the accompanying statement of financial condition and the related statements of
operations, changes in member’s equity and cash flows present fairly, in all material respects, the
financial position of Archipelago Securities, LLC (the “Company”) at December 31, 20086, and the
results of its operations and its cash flows for the year then ended in conformity with accounting
principles generally accepted in the United States of America. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these
financial statements based on our audit. We conducted our audit of these statements in accordance
with auditing standards generally accepted in the United States of America. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. We believe that our audit provides a reascnable basis for our opinion.

Our audit was conducted for the purpose of forming an opirion on the basic financial statements taken
as a whole. The suppiemental information is presented for purposes of additional analysis and is not a
required part of the basic financial statements, but is supplementary information required by Rule 17a-5
under the Securities Exchange Act of 1934. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated in
all material respects in relation to the basic financial statements taken as a whole.

February 27, 2007




Archipelago Securities, LLC
Statement of Financial Condition
December 31, 2006

Assets

Cash and cash equivalents
Receivables from related parties

Fails to deliver

Receivables from clearing organizations
Other assets

Totatl assets

Liabilities and Member's Equity
Liabilities
Payables to brokers, dealers, and exchanges
Fails to receive
Other payables

Total liahilities

Member's equity
Total liabilities and member's equity

The accompanying notes are an integral part of these financial statements.
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16,784,683
5,530,060
726,107
2,726,741
184,409

25,952,000

3,473,956
793,200
416,173

4,683,329

21,268,671

25,952,000




- Archipelago Securities, LLC

Statement of Operations
Year Ended December 31, 2006

Revenues
Routing fees
Clearing fees
Interest and other

Total revenues

Expenses

Routing charges

Clearance, brokerage and other transaction expenses
Communications

Depreciation and amortization

General and administrative

Total expenses

Income before income tax provision

- Income tax provision

Net income

s

25,810,653

- 7,529,353

1,453,768

34,793,774

27,199,897
2,929,480
140,650
48,898
131,803

30,450,828

4,342,946
1,641,148

$

2,701,798

The accompanying notes are an integral part of these financial statements.
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Archipelago Securities, LLC
Statement of Changes in Member’'s Equity -
. Year Ended December 31, 2006

Balance, beginning of year ‘$ 16,925,725
Net income 2,701,798
Non-cash capital contribution from Parent 1,641,148
Balance, end of year ' $ 21,268,671

- The accompanying notes are an integral part of these financial statements.
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Archipelago Securities, LLC
Statement of Cash Flows
Year Ended December 31, 2006

Cash flows from operating activities
Net income 5 2,701,798
Adjustments to reconcile net income to net cash provided by
operating activities
Depreciation and amaortization 48,898
Non-cash income tax provision ' 1,641,148
Change in assets and liabilities
Increase in operating assets

Receivables from related parties : (2,170,448)
Fails to deliver (726,107)
Receivables from clearing organizations (1,657,991)
QOther assets {(147.,717)
Decrease in operating liabilities
Payables to brokers, dealers and exchanges 17,173
Fails to receive 793,200
Other payables 189,252
Net cash provided by operating activities 689,206
Cash flows from investing activities
Sale of fixed assets 110,271
Net cash provided by investing activities 110,271
Net increase in cash and cash equivalents 799,477
Cash and cash equivalents, beginning of year ' 15,985,206
Cash and cash equivalents, end of year $ 16,784,683

Supplemental schedule of cash flow information

There were no cash payments made during the year ended December 31, 2006 for interest or income
taxes.

Non-cash capital contribution $ 1,641,148

The accompanying notes are an integral part of these financial statements,
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Archipelago Securities, LLC
Notes to Financial Statements
December 31, 2006

1. Organization and Nature of Operations

Archipelago Securities, LLC (the “Company"), formerly RediBook ECN LLC, a Delaware limited
liability company, was established on September 23, 1999. The Company is a wholly owned
subsidiary of Archipelago Holdings, inc. (the “Parent” or "Member”), a Delaware corporation.
Effective March 7, 2006, the Parent became a wholly-owned subsidiary of NYSE Group, Inc.
(“NYSE").

The Company is a registered broker-dealer under the Securities Exchange Act of 1934 (the
“Exchange Act") and is a member of the National Association of Securities Dealers, Inc. (‘NASD").

The Parent owns and operates NYSE Arca LLC (“ArcaEx™), formerly Archipelago Exchange, for
trading of equities and the Pacific Exchange (“PCX") for trading of options. The Company primarily
acts as a routing agent of ArcaEx by routing orders to other execution venues that contain the best
bid or offer in the equities market.

2. Summary of Significant Accounting Policies

Basis of Presentation
The accompanying financial statements are prepared in accordance with accounting principles
generally accepted in the United States of America.

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities as of the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Management believes that the estimates utilized in
preparing its financial statements are reasonable. Actual results could differ from these estimates.

Cash and Cash Equivalents
The Company considers all highly liquid investments with original maturities of three months or less
to be cash equivalents.

Securities Transactions
Revenues and related expenses, which consist of routing charges and clearance, brokerage and
other transaction expenses, are accounted for on a trade date basis.

Fixed Assets

Fixed assets consist of computer hardware and software, furniture and equipment. All fixed assets
are carried at cost and are depreciated on a straight-line basis using the estimated useful lives of
three to seven years.

Estimated Fair Value of Financial Instruments

Statement of Financial Accounting Standards No. 107, “Disclosure about Fair Value of Financial
Instruments,” requires the disclosure of the fair value of financial instruments, including assets and
liabilities recognized in the statement of financial condition. Management estimates that the net fair
value of financial instruments recognized in the statement of financial condition (including cash and
cash equivalents, receivables, payables and accrued expenses) approximates their carrying vaiue.




Archipelago Securities, LLC
Notes to Financial Statements
December 31, 2006

Income Taxes

The Company is a single member limited liability company and has selected, for federal, state and
local income tax purposes, to be treated as a division of the Parent. Such entities are generally not
subject to entity level federal, state or-local income taxation. All items of income, expense, gain
and loss of the Company are therefore included in the consolidated tax returns of income of the
Parent. The Company has provided for income taxes as if the Company was filing separate
returns for the year ended December 31, 2006. The Parent has agreed to provide a non-cash
capital contribution as forgiveness of the liability.

3. Related Party Transactions

The Company primarily acts as a routing agent of ArcakEx by routing orders to other execution
venues that contain the best bid or offer in the market. The Company earns routing fees from
ArcaEx representing a mark up of actual routing costs charged by other execution venues. For the
year ended December 31, 2006, this fee totaled $25,810,653 of which $3,591,270 was receivable
as of December 31, 2006.

The Company performs clearing services on hehalf of affiliates. For the year ended December 31,
2006, the Company charged affiliates $7,529,353 for clearing services of which $507,002 was
receivable as of December 31, 2006.

The Parent employs corporate, marketing, and information technologies staff to support the
Company. Under a contract, required by the NASD, with the Company, the Parent provides
operational and support services. The contract is the Parent Subsidiary Expense Agreement,
whereby the Parent shall provide ali material hardware, software and personnel necessary to
facilitate the operation of the ATS and to provide certain other corporate and business services.

The agreement provides for the Company’s expenses and liquidity needs to be met by the Parent
without expectation of repayment. Customary and reasonable direct expenses attributable to the
Company are recorded as expenses in the Company’s financial statements. The Parent retains
ownership and contro! of all such employed hardware, software and personnel and the Company is
dependent on the Parent providing the services in order for the Company to carry out its
operations.

In the opinion of management, related party transactions were made at prevailing rates, terms and
conditions and do not involve more than the normal risk of collectibility or present other unfavorable
features.




Archipelago Securities, LLC
Notes to Financial Statements
December 31, 2006

4. Income Taxes

The provision for income taxes for the year ended December 31, 2006 consisted of;

Current

Federal $ 1,252,917
State 388,231
Income tax provision $ 1,641,148

The Company's effective tax rate differs from the federal statutory rate mainly due to the effects of
state and local taxes.

5. Regulatory Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(Rule 15c3-1), which requires the maintenance of minimum net capital. The Company computes
its net capital under the alternative method permitted by the Rule. This method requires that
minimum net capital not be less than the greater of $250,000 or 2% of aggregate debit items
arising from customer transactions pursuant to SEC Rule 15¢3-3. As of December 31, 2008, the
Company's net capital of $15,224,862 was $14,974,862 in excess of required net capital.

Advances to affiliates, dividend payments and other equity withdrawals are subject to certain
notification and other provisions of SEC Rule 15¢3-1 and other regulatory bodies.




SUPPLEMENTARY INFORMATION




Archipelago Securities, LLC
Computation of Net Capital under Rule 15¢3-1 of
the Securities and Exchange Commission

December 31, 2006 Schedule |
Net capital
Total member's equity $ 21,268,671
Nonallowable assets, deductions and charges '

Receivables from retated parties $ 5,530,060

Other assets 117,315

Aged fail-to-deliver 105,417
Total nonallowable assets, deductions and charges 5,752,792
Net capital before haircuts 15,515,879
Haircuts on cash equivalents and securities (281,017)
Net capital $ 15,224,862
Minimum net capital required $ 250,000
Excess net capital $ 14,974,862
Percentage of net capital to aggregate debits N/A

There were no material differences between the audited Computation of Net Capital included in this
report and the corresponding schedule included in the Company's amended unaudited December 31,
2006 Part IIA FOCUS filed on February 27, 2007.




Archipelago Securities, LLC

Computation for Determination of Reserve Requirements under

Rule 15¢3-3 of the Securities and Exchange Commission

December 31, 2006 Schedule i

Credit balances

Free credit balances and other credit balances in
customers' security accounts -

Monies borrowed collateralized by securities carried
for the accounts of customers -

Menies payable against customers' securities icaned -
Customers securities failed to receive -

Credit balances in firm accounts which are attributable
to principal sales to customers -

Market value of stock dividends, stock splits and
similar distributions receivable outstanding over 30
calendar days -

Market value of short securities count differences
over 30 calendar days old -

Market value of short securities and credits (not to be
offset by longs or by debits) in all suspense accounts
over 30 calendar days -

Market value of securities which are in transfer in excess
of 40 calendar days and have not been confirmed to be in
transfer by the agent of the issuer during the 40 days -

Total credits -

Debit balances

Debit balances in customers' cash and margin accounts

excluding unsecured accounts and accounts doubtful of

collection net of deductions pursuant to Rule 15¢3-3 -
Securities borrowed to effectuate short sales by customers

and securities borrowed to make delivery on customers' ,
securities failed to deliver -
Failed to deliver of customers' securities not older than

30 calendar days -
Margin required and on deposit with the Options Clearing -
Corporation for all options contracts written or purchased

in customer accounts

Total debits -
Reserve computation

Excess of total credits over total debits -
Excess of total debits over total credits

Required deposit None

10




Archipelago Securities, LLC

Information Relating to Possession and Control Requirements under

Rule 15¢3-3 of the Securities and Exchange Commission

December 31, 2006 Scheduie Ili

1. Customers’ fully paid securities and excess margin securities not in the
respondent's possession or control as of the report date (for which instructions
to reduce to possession or control had been issued as of the report date)
but for which the required action was not taken by respondent within the
time frames specified under Rule 15¢3-3 $ -

Number of items ' None

2. Customers' fully paid securities and excess margin securities for
which instructions to reduce to possession or control had not been
issued as of the report date, excluding items arising from "temporary
lags which result from normal business operations" as permitted under
Rule 15¢3-3

B. Number of items None
There were no material differences between the audited Computation for determination of Reserve
Requirements under Rule 15c3-3 of the Securities and Exchange Commission included in this report and

the corresponding schedule included in the Company's unaudited December 31, 2006 Part [IA FOCUS
filing.

1




PRICEWATERHOUSE(COPERS

PricewaterhouseCoopers LLP
PricewaterhouseCoopers Center
300 Madison Avenue

New York NY 10017

Telephone (646) 471 3000
Facsimile (813} 286 6000

To the Member of Archipelago Securities, LLC:

In planning and performing our audit of the financial statements of Archipelago Securities, LLC (the
“Company”} as of and for the year ended December 31, 2006, in accordance with auditing standards
generally accepted in the United States of America, we considered the Company's internal control over
financial reporting (internal control} as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an opinion on
the effectiveness of the Company's internal control. Accordingly, we do not express an opinion on the
effectiveness of the Company's internal control.

Also, as required by Rule 17a-5(g)(1} of the Securities and Exchange Commission (the “SEC"), we
have made a study of the practices and procedures followed by the Company, including consideration
of control activities for safeguarding securities. This study included tests of compliance with such
practices and procedures that we considered relevant to the objectives stated in Rule 17a-5(g), in the
following:

1. Making the periodic computations of aggregate indebtedness and net capital under Rule 17a-
3(a)(11) and the reserve required by Rule 15¢3-3(e);

2. Making the quarterly securities examinations, counts, verifications, and comparisons, and the
recordation of differences required by Rule 17a-13;

3. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federat Reserve System; and

4. Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customers as required by Rule 15¢3-3;

The management of the Company is responsible for establishing and maintaining internal control and
the practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility,
estimates and judgments by management are required to assess the expected benefits and related
costs of controls and of the practices and procedures referred to in the preceding paragraph, and to
assess whether those practices and procedures can be expected to achieve the SEC’s above-
mentioned objectives. Two of the objectives of internal control and the practices and procedures are to
provide management with reasonable, but not absolute, assurance that assets for which the Company
has responsibility are safeguarded against loss from unauthorized use or disposition, and that
transactions are executed in accordance with management’s authorization and recorded properly to
permit the preparation of financial statements in conformity with generally accepted accounting
principles. Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the
preceding paragraph.

Because of inherent limitations in internal control and the practices and procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaluation of them to future
periods is subject to the risk that they may become inadequate because of changes in conditions or
that the effectiveness of their design and operation may deteriorate. .

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity's ability to initiate, authorize, record, process, or
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report financial data reliably in accordance with generally accepted accounting principles such that
there is more than a remote likelihood that a misstatement of the entity’s financial statements that is
more than inconsequential will not be prevented or detected by the entity's internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the entity's internal control,

Our consideration of internal control was for the limited purpose described in the first and second
paragraphs and would not necessarily identify all deficiencies in internal control that might be material
weaknesses. We did not identify any deficiencies in internal control and control activities for
safeguarding securities that we consider to be material weaknesses, as defined above.

We understand that practices and procedures that accomptish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with
the Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do
not accomplish such objectives in all material respects indicate a material inadequacy for such
purposes. Based on this understanding and on our study, we believe that the Company's practices
and procedures were adequate at December 31, 2006 to meet the SEC's objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, and other regulatory agencies that rely on Rule 17a-5(g) under the Securities Exchange Act of -

1934 in their regulation of registered brokers and dealers, and is not intended to be and should not be
used by anyone other than these specified parties.

S RN

February 27, 2007

END
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